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PHILIPPINES: KEY ECONOMIC INDICATORS 
All values in US$ million unless otherwise indicated 


Exchange Rates (average for periods covered): 
1981: .P-7.900 Annual 
1982: P.8.540 1981 1982 1983p/ Percent 
1983: .P11.244 Change a/ 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices b/ 38435. 9r/ 39355.6r/ 33621.8 12 
GNP at 1972 prices b/ 12157.1r/ 11554, 9r/ 8913.8 1 
Per Capita GNP current prices b/ 776.12/ 775.6r/ 647.1r/ 9 
Fixed capital formation on durable 
equipment, 1972 prices b/ 1455.3r/ 1307.5r/ 995.5 
Personal income, current prices b/ 29287 .8r/ 30274.2r/ 25729.8 
Manufacturing (value of production 
per employee)(Jan 81=100)(12/83)b/ N.A $1971.5 $1551.7 
Average labor productivity, current prices c/ $1787.9 $1848.9 $1400.0 
Average industrial daily money wage d/ P31.82 P31.82 P42.07 
Labor force (000 workers) (9/83) 19005. 19980. 20465. 
Average unemployment rate (%) (9/83) 5.2 4.4 4.6 
MONEY AND PRICES 
Money supply b/ 2977.8 2754.6 2897.2 
Interest rate (%) e/ 15.6 14.2 14.9 
Indices:Manila (average for the period) 
Wholesale prices (1978=100) 159.2 176.3 200.5 
Consumer prices (1978=100) 158.7 176.2 195.3 
BALANCE OF PAYMENTS 
Central Bank gross reserves f/ 2707.0 2337 .7r/ 906.0 
Outstanding external debt g/ 14826.3 17054.6 18715.9 
Annual debt service burden 1734.5 2226.8 2357.0 
Annual debt service ratio(%) h/ 19.1 19.4 13.5 
Balance of payments deficit -560.0 -1587.0 -2464 .0 
Balance of trade -2223.7 -2646.3 -2482.0 
Exports, f.o.b. 5722.0 5020.6 5005.0 
U.S. share (%) 30.4 31.6 36.0 
Imports, f.o.b. 7945.7 7666.9 7487.0 
U.S. share (%) SLD ehae Esse 2.0 
Principal imports from U.S. (1983): Cereals and cereal preparations, $180 million; 
electric machinery, apparatus & appliances, $117 million; general industrial machinery 
and equipment, $98 million; organic chemicals, $57 million; tobacco and tobacco 
manufactures, $47 million; artificial resins and plastic materials, $46 million; road 
vehicles, $38 million; textile fibers $37 million; power-generating machinery & 
equipment, $31 million. 
Principal imports from abroad (1983): Mineral fuels & lubricants, $2,132 million; 
machinery other than electric, $902 million; materials and accessories for the 
manufacture of electrical equipment, $765 million; base metals, $452 million; 
electrical machinery, apparatus & appliances, $404 million; transport equipment, $285 
million; chemical elements and compounds, $267 million; cereals & cereal preparations, 
$249 million; explosives & miscellaneous chemical materials and products, $258 million. 
a/Comparison between that period in 1983 and similar period in 1982. Percent changes 
from data originally available in pesos were calculated using peso values and therefore 
will be different from dollar comparisons. 
b/Peso values converted to dollars, using average exchange rate for the period. 
c/Labor productivity measured in terms of net domestic product per employed person; peso 
values converted to dollars. 
d/Legislated wage rates in pesos for non-agricultural establishments in metropolitan 
Manila. 
e/Weighted average of money market rates. 
£/Reserves outstanding as of end of period. 
g/Excluding foreign borrowings of the banking sector, used mainly for liquidity purposes. 
h/For debt of over l-year maturity, as defined by RA 6142, as amended (CB definition) 
p/Preliminary Sources: Central Bank, National Economic and Development Authority 
t/Revised National Census and Statistics Office, Ministry of Labor. 
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Summary 

The Philippine economy was dominated in the fourth quarter of 
1983 by the drying up of foreign exchange and declaration of a debt 
moratorium. The financial difficulties capped a disappointing 
semester and reversed the earlier gains made towards an economic 
recovery at the start of the year. The current account remained the 
most critical problem in 1983 leading to a year-end balance of 
payments deficit of $2.5 billion. 


The downturn in the second semester was precipitated by the 
assassination of the principal opposition leader which caused a loss 
of confidence in what was already a very borderline financial 
situation. Overall economic indicators for 1983 declined across the 
board. Real GNP growth rate decelerated to 1.4 percent in 1983, half 
the official estimated growth rate of 2.8 percent in 1982. The 
unemployment situation worsened as import-dependent manufacturing 
companies slowed operations or shut down. The Labor Ministry 
estimates that 69,699 workers, were laid off in 1983, although the 
precise number of unemployed persons(as well as companies which 
ceased operations) is difficult to establish at this time. A study 
done by a private research center, estimated that 300,000 workers 
would lose their jobs during 1984 because of the current economic 
crisis. 


The value of the peso continued to fall. The exchange rate 
depreciated from 8 pesos to the dollar in December 1982 to 14 in 
October 1983 and again to 18 in June, 1984. A resurgence of 
inflation (measured by CPI) is likely to continue during 1984 as the 
nationwide inflation rate accelerated to 26.1 percent (Y/Y) in 
December 1983 and rose to 40.7 percent (Y/Y) in April 1984. 


Domestic Economic Performance 


There was a decline of 2.1 percent (in real terms) in the 
production of agriculture, fisheries and forestry products which 
comprise 25 percent of real Gross Domestic Product (GDP). The fall 
was largely due to a serious drought in the first semester and to 
higher cost of imported farm inputs. 8 
Total production from the 
industrial sector, representing 
36 percent of real Gross 
Domestic Product, expanded by 
only 0.6 percent as construction 
activity slumped by 5.8 
percent. A 22.3 percent decline 
in government infrastructure 
outlay, in consonance with the 
government's budget austerity 
program waS a major contributor COMPONENTS OF GOP 
to the fall. (CURRENT PRICES) 
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Manufacturing, which accounts for more than two-thirds of the 
total industrial sector, grew by only 2.2 percent in 1983, due to 
severe cutbacks in production induced by difficulties in importations 
of raw materials and other inputs. 





Table I 
Gross National Product by Industrial Origin, 1982-83 
(In million pesos, at Constant 1972 prices) 
1983 1982 Pct.Change 
(Y/Y) 


Agriculture, Fishery & Forestry 25,378 (2.1) 
Industrial Sector -6 
a. Mining & Quarrying 3e2 
b. Manufacturing aaa 
c. Construction (5.8) 
d. Electricity, Gas & Water 8.5 
3. Services a9 


Gross Domestic Product 1.0 


Gross National Product 98,679 1.4 


Source: National Economic and Development Authority 
Money Supply 


Money supply (M-1) grew by 38 percent during the year. This 
proved to be rather too expansionary and contributed to the 25 
percent growth rate (Y/Y) in the Consumer Price Index in December 
1983. Table II contains the money supply figures for 1983 and early 
1984. Reserve money, which may be a better estimate of liquidity in 
the Philippine case, grew by 48 percent (Y/Y) in December. 


Table II 
Philippine Money Supply (M-1) 
(Millions of Pesos) 


M-1 Pct.Chg. (Y/Y) 
1983 


January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 
1984 
January 
February 
March 
April 


22245.8 
22012.4 
22164.9 
22411.8 
23536.8 
23040.4 
22690.2 
23060.8 
23503.2 
26432.1 
28306.3 
32518.2 


30712.3 
29011.5 
30189.2 


3.83 
1.34 
-0.74 
-0.89 
2.37 
2.53 
6.46 
9.11 
12.11 
25.18 
33.15 
38.23 


38.05 
31.79 
36.20 
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External Account 


The political and economic upheaval in the wake of the 
assassination of opposition leader Senator Benigno S. Aquino on 
August 21, 1983, led to withdrawal of both trade and longer-term 
credit lines and to an outflow of foreign exchange of over $400 
million in September and October. In addition, investments from both 
foreign and domestic sources, as well as remittances of overseas 
workers, declined significantly in the last quarter. As a result, 
the country's balance of payment deficit widened to $2,464 million 
(adjusted for arrears) from an unadjusted actual amount of $1,587 
million in 1982. The persistent imbalance resulted in substantial 
reduction of the Central Bank's gross international reserves which 
dipped to as low as $540 million in October 1983 from the officially 
reported level of $2,417 million in October 1982. Foreign investment 
inflows fell by 96 percent to $69 million in February 1984 from 
$1,987 million in February 1983. During the first quarter of 1984, there was 
a nominal surplus of $239 million in the Balance of Payments in 
contrast to a deficit of $137 million during the same period in 
1983. However, the nominal surplus excludes payment arrearages from 
consideration. With arrearages taken into consideration the overall 
BOP deficit in the first quarter of 1984 was $155 million. 


In the past, net inflows of foreign investment financed a portion 
of the current account deficit. However, net inflows of foreign 
investment started to contract after the first quarter of 1983. The 
rapid decrease during the 2nd and 3rd quarters of 1983 was engendered 
by a loss of confidence by international creditors. By October 1983, 
net foreign investments fell to $290 million from $1,615 million in 
October 1982, a decline of 92 percent (Y/Y). By December 1983, total 
short-term capital outflows reached $1,361 million, three times the 
1982 figure of $308 million. Thus total net-monetary capital inflow 
amounted to barely $70 million compared to $1.2 billion in 1982. 


The main difficulty in the country's external payments position 
was the scarcity of foreign exchange to meet the country's foreign 
obligations such as payments for crude oil imports and interest 
payments. On average about $500 million a month is needed to meet these 


foreign exchange obligations. New funds will be required to bridge 
the gap. 


Table III below shows the balance of payments position of the 
Philippines for 1982 and 1983, and the lst quarter of 1984, 





Table III 
Balance of Payments 
December 1982-83 and lst Quarter 1983-84 
(In million U.S. dcllars) 


DECEMBER PCT. 1ST QUARTER 
1982 1983 CHNG. 1984 ADJ FOR 1983 
(Y/Y) ARREARS 


CURRENT TRANSACTIONS 

A. Mdse Trade (2646) (2482) (6.2) (283) (684) 
Exports 5005 #3 1197 1166 
Imports 7487 Zeus 1480 1850 

B. Non-Mdse.Trade (634) (34.0) (253) (174) 
Inflow 3067 2.8 631 767 
Outflow 3701 ( 6.2) 884 941 

C. Transfers 399 (17.9) 60 124 
Inflow 407 (18.3) 60 127 
Outflow 8 (3323) 0 3 


Current Trans(Total) (3121) C27 FP) (12.9) (476) (734) 


NON-MONETARY CAPITAL 
D. Long-term loans 1548 1427 ( 7.8) 79 302 
Inflow 2$33 2194 (13.4) 567 (61.7) 
Outflow 985 767 (222) 265 (47.9) 
E. Direct Investment EF 4 (76.5) 22 L? 29.4 
Inflow 194 147 (24.2) 29 54 (46.3) 
Outflow 177 143 (19.2) a 37 (81.1) 
F. Net Short-Term Cap. (308) (1361) 341.9 178* ( 6.7) 
Non-Mon.Cap (Total) 1257 70 (94.4) 497* (46.3) 


G. Monetiz.of Gold 277 183 (33.9) 54 -54 100 (46.0) 
H. Alloc. of SDRs - - ~ 0 0 0 0 


OVERALL DEFICIT (1587) (2464) 55.3 239 (155) ** (i232) 13.1 


*Includes errors and omissions. 


**Interest and service payment arrearages in the first quarter totalled 
$394 million. 


Source: Central Bank of the Philippines. 
Foreign Exchange Rate 


The exchange rate of the peso has traditionally been related to 
the U.S. dollar. During the first semester of 1383 the peso devalued 
steadily against the dollar under a “crawling peg" policy. In July 
the peso was devalued and the GOP announced a plan to defend the new 
rate of pesos ll to $1. In October, with the surge in the Balance of 
Payments deficit, the rate was again devalued to pesos 14 to $l. The 
most recent devaluation, to pesos 18 to $1, occurred in June 1984. 





There has traditionally been a black or "grey" market for dollars 
in the Philippines as well. The unofficial exchange’ rate 
traditionally paralleled the official rate with a premium of about 
one to one and one half pesos per dollar. The market was used mostly 
by those working to take additional funds on overseas trips, 


importers of luxury consumer items and by those trying to move assets 
abroad. 


With the adoption of the fixed rate system first at pesos 11l to 
$1 in mid-1983, the gap between the official and unofficial rates 
grew. In addition to its previous customers, the unofficial market 
now provides funds for imports of goods needed for production which 
are not eligible for import under the foreign exchange allocation 
System currently in place. Table IV lists the rates for the past 


year while the accompanying graph shows the divergence between the 
official and the "street" rate. 


Table IV 
Foreign Exchange Rate 
(Pesos/$) (Monthly Average) 


Official Unofficial 
1983 — 
January 9.286 9.964 
February 9.464 9.928 
March 9.605 7.930 
April 9.869 10.042 
May 10.031 10.658 
June 10.355 11.144 
July 11.001 52.350 
August 11.001 12.215 Bo. 
September 11.001 12.535 d --OFFICIAL 
October 13.701 15.652 
November 14.002 19.456 ; 
December 14.002 20.447 UNOFFICIAL-- 
1984 : 
January 14.002 24.6630 
February 14.002 18.300 
March 14.002 15.940 CSemAMHIJASONDotEM AMY 
April 14.002 18.290 PESO EXCHANGE RATE 
May 14.002 20.004 1983 - 84 

18.002 22.000 


&: 
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Source: Unofficial survey of private exchange dealers. 





Foreign Trade 

With 23 percent of the total imports and 36 percent of the 
total exports traded, the United States continued to be the 
number one trading partner of the Philippines. Imports from 
Japan in 1983 declined by 24.7 percent over 1982. As a result, 
Japan's import share fell by 3.4 percentage points in 1983 to 
16.9 percent from 20.3 percent in 1982. 

Table V 


Direction of Trade, 1983 
(FOB Value in Million U.S. Dollars) 


Percent Percent 
Country Imports Distribution Exports Distribution 


TOTAL 100.0 
United States 23.2 
Japan 16.9 
European Economic Community 

Middle East Countries 

ASEAN 

Socialist Countries 

Other Countries 1,342 


Source: National Census and Statistics Office 
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Exports 


Total export earnings in 1983 fell by 0.3 percent to $5,005 
million due to the decline in the export volume of traditional, 
exports, specifically sugar and fruits which were affected by 
the drought conditions during the first seven months of 1983. 
Exports of mineral products likewise decreased considerably as 
copper concentrates were channeled to the Philippine Associated 
Smelting and Refining Corporation (PASAR) for its raw material 
requirements. Coconut products became the top export among the 
non-traditional products because of improved world export price. 


Meanwhile, advance estimates on export earnings in the lst 
quarter of 1984 showed an increase of 21.5 percent to $840.1 
Million from the $691.2 million during the same period in 1983. 


The leading exports of the Philippines during 1983 were: 


Table VI 
PHILIPPINE EXPORTS 
1982-83 
(Millions of Dollars) 


fe ie as a Te oe le 
Percent Percent 
Value Distrib. Value Distrib. 


TOTAL EXPORTS 5,005 100.0 5,021 
I. Traditional Exports 2,068 41.3 2,126 


Coconut Products 680 13.6 590 

Sugar & Products 316 Fe 44] 

Forest Products 331 +6 294 

Mineral Products 440 8 532 

Fruits & Vegetables 107 ok 128 
9 


Others 194 131 
II. Non-Traditional Exports 2,846 2,851 


Non-Traditional Manufactures 2,564 2,376 
Elec. & Elec. Eqpt./Parts 
& Telecommmunications 1,053 1,000 
Garments 545 é 541 
Non-Traditional non-Manufactures 459 ‘ 475 
of which: 
Iron Ore Agglomerates 114 106 
Bananas 146 


III. Special Transactions 57 45 
IV. Re-Exports 34 9 


Source: National Census and Statistics Office 
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Table VII 
Ten Principal Imports, 1982-83 
(FOB Value in Million U.S. Dollars) 


Ll See. 3 p i Se eee 
Commodity Percent Percent 
Value Distribution Value Distribution 


TOTAL IMPORTS 7,487 100.0 


1. Mineral Fuels, Lubricants 
and Related Materials 2, hS2 


2. Machinery Other than Elect. 902 
3. Materials and Accessories 
for the Manufacture of 
Electrical Equipment 
4, Base Metals 


5. Electric Machinery, Appa- 
ratus and Appliances 


6. Transport Equipment 


7. Chemical Elements and 
Compounds 


8. Cereals and Cereal 
Preparations 


9. Explosives and Miscellaneous 
Chemical Materials and 
Products 258 
10.Manufacture of Metals 147 


Total Ten Principal 
Imports 5,861 


Others 1,626 


Source: National Census and Statistics Office 





Fiscal Policy 


In early June, following the elections for the National 
Assembly, the GOP adopted a series of fiscal measures which may 
make it possible to achieve the original target. New taxes were 
placed on both exports and imports and on foreign exchange sales 
to local imports. The GOP expects to raise an additional pesos 
4 billion from these measures. In accordance with an 
understanding with the IMF, the GOP undertook to reduce its 
budget deficit from an estimated 4 percent of GNP in 1982 to 1.4 
percent in 1984. Early gains towards the goal have been 
partially offset by recent spending. 


Table VIII 
GOP BUDGET DATA 
(Billion Pesos, Current) 
1983 1984 
Actual Jan/Feb Proj. Actual 
byGOP Jan/Feb 


Revenues ° 49.0 
Less: Current Operating Expenses 
Current Surplus 
Less: Capital Outlays 
Infrastructure 
Corp. Equity 
Other Capital Outlays 


8.2 
8.7 


Net Lending 
Overall Surplus (Deficit) (6.0) 


This table is based on the cash budget only and does not 
include some items which do not appear on the cash budget 
report. Nevertheless, even with those items included, the 1983 
deficit was well below the 1982 deficit. Much of the saving 
came in the form of reduced capital outlays for large 
infrastructure projects. These cuts seriously affected the 
investment rate figures in the national income accounts for 
1983. Budget austerity will continue for the coming several 
years. 


Labor 


The employment/unemployment picture is the subject of 
controversy, with no current, reliable data available. Official 
Statistics show the unemployment rate for the fourth quarter of 
1983 at 4.1 percent, down from the 4.6 percent rate of the third 
Quarter, despite the financial difficulties the country 
encountered in the intervening period. The under-employment 
rate (employed persons who worked for less than 60 days in the 
quarter and still wanting additional work) increased to 16.6 
percent in the fourth quarter from 14.8 percent in the third 
quarter. Because of the narrow definition of unemployment, 
unemployment rates are unrealistically low and the underemployed 
category covers a substantial amount of true unemployment. 


«i ee 





Estimates of lay-offs in 1984 that would result from the 
economic crises ranged as high as 300,000. These estimates were 
based on projected shortages of raw materials, plant shutdowns, 
and declining demand in the local market. The employment 
situation has not deteriorated as rapidly or as seriously as was 
feared, at least in Metro Manila. Stockpiles proved 
unexpectedly high, blackmarket dollars and off-shore dollar 
accounts have augmented legal foreign exchange available for 
imports, and there has been some substitution of local raw 
materials. Decreases in the work week have permitted some 
workers to retain jobs which otherwise would have been lost. 
The prospects, however, are for further deterioration in 
employment until the economic situation stabilizes. 


Some relief for workers from the effects of devaluations 
and inflation was sought through Presidential Decrees. A P6.50, 
two-step increase in the minimum wage and mandatory 
cost-of-living allowances for non-agricultural workers became 
effective on November 1 and December 1. This amounted to 
approximately an 18.5 percent increase for workers at the 
minimum wage level with the percentage dropping correspondingly 
for higher paid workers up to the P1,800 per month wage ceiling 
under the decree. The total minimum wage plus mandatory COLAs 
became P41.82 per day for non-agricultural workers. The 
increases for agricultural workers were smaller. Another wage 
order on May 1, 1984, incorporated certain of the mandatory 
allowances into the basic wage. This increased benefits 
calculated on the basic wage, e.g. overtime pay, vacation pay, 
and 13th month bonus, but had virtually no effect on regular 
wages as the incorporated allowances were already mandatory. 


Official statistics continue to indicate rapid growth in 
overseas employment of land-based workers but show a significant 
decline in placement of seamen. 


Table IX 
OVERSEAS EMPLOYMENT OF PHILIPPPINE WORKERS 


1982 1983 Pct Chg 


TOTAL OVERSEAS PLACEMENT 314,284 434,207 +38.16 


Land-based workers (New hires and 
rehires) 250,169 380,263 +52.04 


Sea-based workers 64,169 53,944 -15.93 





Figures for January and February 1984 show placements of 
land-based workers running substantially ahead of those for the 
same period of 1983, while placements of sea-based workers 
remain approximately the same. Estimated foreign exchange 
generated by overseas workers was $955 million in 1983, up 19.38 
percent over the $800 million in 1982. The foreign exchange 
repatriated through the blackmarket or retained abroad would 
presumably increase total foreign exchange earnings to well over 
$1.5 billion. 


The apparent increase in the number of overseas workers is 
partially attributable to substantial improvement in monitoring 
the outflow of workers. There is concern that the decline in 
revenues of oil-producing countries, plus the completion of 
large construction contracts, and competition from workers from 
other countries will cut into the market for Filipino workers. 
Early in 1984 consideration was being given to reducing the 
minimum wage for overseas employment from the present $208 to 
$180 or even $150, but no action has yet been taken. 


Implications for U.S. Trade 


Pending the successful conclusion of the debt rescheduling, 
the GOP has established policies designed to restrict the inflow 
of non-essential imported goods by establishing import controls 
and priorities for its very limited foreign exchange. 


As a result of these conditions imports by the Philippines 
are expected to decrease in 1984. Total imports in 1984 will 
probably not exceed $5.2 billion. The total would probably be 


even lower except for orders already in the pipeline delivered 
in the first quarter of the year. Paradoxically, U.S. firms 
will almost certainly increase their market share percentage during 1984, since 
official U.S. finance has been prominent during the debt 
moratorium. This finance was in the form of additional export 
Import Bank Trade Credits and Commodity Credit Corporation 
credits which together totalled about $400 million and which 
require U.S. sourcing. As a result, some Filipino companies 
which traditionally purchased material from Europe or Japan have 
Switched to purchases from the U.S. This does not mean that 
this business will remain with the new U.S. suppliers when other 
commercial credits are once again available. These suppliers 
must follow up and attempt to remain competitive in the long 
run. The uncertainty caused by prospective debt rescheduling 
has, of course, affected the GOP's Major Industrial Projects 
program. The status of the projects that have not been 
officially deferred is as follows: 





1. Copper Smelter - This project has been completed and is in 
operation. A proposed $248 million Association of South East 
Asian Nations (ASEAN) Sponsored copper fabrication plant 
received BOI approval in March 1984. The Philippines will own 
40% of this project and the remainder will be held by other 
ASEAN members. Bids have already been submitted. One U.S. 
supplier is participating in a consortium bid. Financing has 
not yet been arranged. 


2. Iligan Integrated Steel Mill - The land preparation portion 
of Phase I has been completed. The iron making portion of this 
phase has been delayed by problems in arranging financing by the 
Japanese supplier (Marubeni). Phase II steel making process is 
Similarly delayed. The U.K. supplier (Davy McKee) for this 
phase is re-negotiating both price and terms. There are 
substantial U.S. sub-contracts involved in this phase. The 
Phase III rolling mill contract is further along. A contract 
has been signed with Blaw Knox for delivery of a cold rolling 
mill with financing to be provided by the U.S. EX-IM bank. 


Several U.S. suppliers are bidding on the remainder of this 
phase. 


36 Phosphate Fertilizer Complex - This project is almost 
complete and will probably be operational in the summer of 


1984. U.S. companies are actively bidding to supply phosphate 
rock. 


4, Diesel Engine Manufacturing Plant - The light diesel plant 
is complete. The heavy diesel plant has been shelved. 


5. Heavy Engineering Industry - The bidding state is well 
underway and all bids are in. There do not appear to be 
significant new opportunities for U.S. suppliers and the project 
is a likely candidate for shelving; particularly if the Iligan 
Steel Mill is postponed. 


6. Rehabilitation and Expansion of the Cement Industy - Phase 
I, the conversion from oil to coal power in the eight largest 
plants is complete. Further investment is unlikely at this 
time. However, all of the plants are experiencing considerable 
difficulty with the efficiency of their W. German Polysius coal 
furnaces. These furnaces require coal of higher BTU content 
than is being supplied by the Philippine National Oil Company 
(PNOC). The cement companies are currently testing a low BTU 
mix because of their difficulty in obtaining higher grade 
foreign coal for blending. There is a possibility some of these 
May return to bunker fuel. There is a business opportunity here 
if equipment or technology is available that would allow the 
plants to utilize the lower grade coal available. 





7. Coconut Chemical Industry - This project is well underway. 
There are no apparent areas of opportunity for U.S. suppliers. 


The Ministry of Energy will probably continue to develop 
the nation's coal and geothermal resources in order to further 
reduce the purchase of fuel oil. The U.S. Trade and Development 
Program has provided more than $1 million in grant funds for 
feasibility studies to be conducted by U.S. consulting firms for 
the development of coal resources in Semirara and Cebu. These 
studies involve mining, processing, and transportation and as 
they progress there will probably be significant opportunities 
for U.S. suppliers. It is not likely that hydro-electric, 
synthetic fuel, solar, dendro-thermal and bio-mass technology 
will be pursued on a large scale in the near term, but some 


Opportunities may be available in these areas for small scale 
projects. 


The consulting contract for the development of a national 
telecommunication system has been awarded to a U.S. consortium 
including A.D. Little and Teleconsult. Eventual expenditures 
for the total system are estimated to be between $700 million 
and $1 billion. The study has been completed and submitted for 
review. Bid tender documents will probably be available in the 
last quarter of 1984. It is unlikely that financing will allow 
more than a partial start of this program. The World Bank will 
probably fund $150 million for a first phase project with bid 
evaluation and negotiation in 1985 and start of work in 1986. 


The balance of the program will probably take 5-7 years to 
complete. 


At the present time, there is a market demand for the 
following products: 


1. Mining and extraction machine 

2. Metalworking and manufacturing equipment 
3. Computers and related equipment 

4, Analytical and scientific instruments. 


However, present import restrictions will make it very 
difficult to conclude transactions in spite of the need for 
these products. 


While U.S. export trading companies will face difficulty in 
exporting U.S. products to the Philippines, they will probably 
enjoy high margins on Philippine products that are imported to 
the U.S. due to the exchange movement. A recent study indicates 
that the Philippines enjoys competitive potential in the U.S. 





and OECD markets in over 200 product categories based on 
comparative wage and shipping rates. Many of these products are 
not currently being manufactured here and should offer potential 
investors good opportunities. 


The U.S. Department of Commerce (USDOC), in cooperation 
with the Embassy, will be conducting the following trade 
promotion activities in Manila in the near future. Some of the 
catalog shows may be shown in Cebu and Davao as well. Any firm 


interested in participating should contact its nearest USDOC 
District Office. 


Event Schedule for FY '84/85 


08/15-17/84 Plastic Manufacturing and Raw Materials 
01/14-16/85 Food Processing and Packaging 


01/24-25/85 Proposed Architectural, Engineering 
and Construction Services 


Investment Climate 


Normally, with some exceptions, foreign investors may own 
up to 40 percent of any non-retail business. In order to have 
100 percent foreign ownership, a business must be classified by 
the Board of Investments (BOI) as either "Pioneer" or be fully 
export oriented. Labor intensive and export-oriented business 
can receive substantial investment incentives from the BOI. 


In November 1983, President Marcos issued P.D. 1982 which 
enabled foreign investors to own as much as 100% of non-pioneer 
business with the exception of the protected areas (retail, 
mineral, agriculture, land). It was designed to enable existing 
investors to bring in critical raw materials on a no-dollar 
basis by adding the import value of these materials to their 


SM - Seminar Mission 
VC - Video Catalog Show 
T - Trade Mission 





base. It is a one year window. It has been of some limited use 
to companies that did not already own 100% and were able to work 
out equity reduction on the part of their Philippine partners. 


The Board of Investments (BOI) wishes to encourage foreign 
investment in the Philippines provided that such investment does 
not displace or disrupt existing national capacity and offers 
future possibilities for local participation and upgrading of 
technology and systems. However, bureaucratic red tape and 
inconsistency continues to be an obstacle in investment. 


A potential investor should be aware of certain policy 
issues and trade barriers. These are: 


1. Land Tenure - The Philippine Constitution contains a 
prohibition against foreign ownership of land. Foreign 
investors cannot "lock-in" their real estate costs and this 
affects their cost of production as well as their cost of 
Maintaining expatriate managers. 


It is possible for a foreign person or corporation to 
purchase a condominium apartment in a building where no more 
than 40% of the owners are foreigners and some U.S. 
corporations have availed themselves of this opportunity. 


2. Investment Incentives - The BOI is empowered to grant 
substantial incentives to qualified foreign investors 
including guaranteed monopolies in "Pioneer" industries. 
However, the BOI is not the only Philippine institution with 
such powers. The Export Processing Zones, (EPZAs), the 


Philippine Veterans Industries Development Corp. (PHIVIDC), 
and the Ministry of Human Settlements' KKK program can also 
offer investment incentives. With this diversity of 
incentive programs, potential foreign investors can often 


shop among the agencies for the arrangements it finds most 
suitable. 


3. Unequal treatment - There have been some complaints made 

by U.S. companies operating in the Philippines indicating 

that they are not receiving equal treatment in the law 
courts. In some instances their allegations appear to be well founded. 
However, there are hundreds of U.S. companies doing business in the 

Philippines and the number of registered complaints is very small by comparison. 





4. Cronyism - The "Compadre" system, the extended family 

concept and the "Old Boy" system all have extensive roots 
in the Philippine culture. Beneficiaries of these 
relationships will have competitive advantages in contract 
awards, treatment by the courts, and in banking 
relationships; newcomers will not. 


Prospects for the Future 


The Philippine economy has demonstrated great resiliency 
during the adversities of the past several months. In spite of 
great political and economic uncertainties and acute scarcities, 
there has been adjustment. With the adoption of an IMF program 
and a restoration of a more market-oriented economy, the period 
of austerity and adjustment need not be excessively prolonged. 
Nevertheless, uncertainties remain and must be dispelled before 
normalcy can be fully restored to the Philippine economic and 
political system. 


Near-term prospects are not bright. The Philippine efforts 
to adjust to a lower level of imports and greater emphasis on 
exports will be accompanied by stresses, rising inflation, 


continued foreign exchange scarcity, and dislocation of 
employment. 


Foreign investment has been only a trickle during the first 
half of 1984 but could increase in the latter part of the year 
if the IMF and debt rescheduling can be successfully negotiated 
and if the Phlippine governn nt moves decisively to improve the 
policies on foreign investment. 


The government is expected to trim further the national 
government budget during 1984 in consonance with its austerity 
program, mostly in capital outlays. This effort will limit 
almost all sales opportunities to the government ministries and 
quasi-governmental corporations. 


Monetary policy will tighten and interest rates will 
continue to rise. 


Some economists predict that it may take the Philippine 
economy at least five years to recover fully to 1982 per capita 
income levels and to return to the growth rates of 5 to 6 
percent per year which the country achieved in the mid-1970's. 
However, the economy has already demonstrated a resiliency and 
ability to adjust so that recovery could be much sooner. It 
will depend on the degree to which market forces are allowed to 
bring about rapid adjustment. 








